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Key Economic Indicators: Federal Republic of Germany 
Exchange Rate as of July 24, 1985 
U.S. $ 1.00 equals DM 2.87 


1983 


Income, Production, Employment: 
DM Billion 


GNP at current prices 
Private consumption 
Government consumption 
Fixed investment 
GNP at 1976 prices 
GNP price deflator 
Per capita GNP, DM current prices 
Disposable income 
Savings as percentage of disposable 
income 


Key Economic Indicators: 
C1380 equals 100) 


Industrial orders 118.2 
Industrial production 98.7 
Retail sales Liana 
Industrial wages per employee 118.8 
Cost of living 118.4 
Industrial prices 119.2 
Total employment (thousands) 25,,k5272348 
Total unemployment (thousands) 2,266.0 
Unemployment as percentage of 

dependent labor force ° 9.1 
Monetary Aggregates, Public Finance: 
(DM Billion) 
Money supply (M 1) 
Domestic credit outstanding 
Federal debt outstanding 





Annual federal debt service 
Interest rate, rediscount ($%) 
Interest rate, Lombard ($%) 
Interest rate yield on 

long-term bonds (% end of period) 
Balance of Payments and Trade: 
(DM billion) 
Gold and foreign exchange reserves 
Balance on current account 
Balance on trade account 

Exports, FOB 

FRG exports to US 

Imports CIF 

FRG imports from US 


Income, Production, Employment: 


(Percentage Change) 


GNP at current prices 
Private consumption 
Government consumption 
Fixed Investment 
GNP at 1976 prices 
GNP price deflator 
Per capita GNP, current prices 
Disposable income 
Productivity gain 1/ 
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Main Exports to US, January to December 1984: (Dollars mill.) Motor 
vehicles 5,997; Machinery 2,878; Chemicals 2,157; Electrical equipment 
1,328; Optical and precision mechanical products 495. 


Main Imports from US, January to December 1984: (Dollars mill.) Machinery 
2,225; Chemicals 1,924; Electrical equipment 1,691; Edible fats and oils 
617; Aircraft 591. 


1/ Defined as increase in real domestic product per employee. 





Summary 


Germany's Economic Performance in 1985: Moderate Growth, Price 
Stability, Strong Current Account 


Economic performance in the first quarter of 1985 was disappointing 
as GNP contracted by a seasonally adjusted 1.0 percent following 
strong third and fourth quarter 1984 performance. As in the most 
recent six to seven quarters, GNP data in the first quarter of 1985 
in the FRG economy were distorted by "special" factors, in this case 
unusually severe weather which slowed construction activity and 
Output in a number of key sectors. 


Despite the weak first quarter showing, most government, academic, 
and business forecasters continue to maintain that real GNP growth 
rate in the FRG in 1985 will reach 2.5 percent (or slightly 

higher). At the same time, there is a growing concern within the 
forecasting community about the lopsided development of the economy 
in the current upswing: exports and the investment goods sector are 
booming while the construction sector is in severe recession and 
consumer demand remains sluggish. At the mid-point of 1985, it 
appeared that the FRG surplus on current account could reach DM 
30-35 billion in 1985, surpassing the FRG's all-time current account 
surplus of DM 26.9 billion in 1974. This represents a major 
turnaround from 1980-81 when current account deficits of DM 28.6 
billion and DM 13.1 billion were incurred. Although German exports 
to the United States benefitted significantly from the dollar's 
appreciation relative to the Deutsche Mark in 1984, 
increased their market shares in the EC, the Far East and Middle 
East markets as modest wage settlements, strong productivity gains, 
and low domestic inflation strengthened German competitiveness 
against third-country suppliers. This trend has strengthened in 
1985's first half with the value of foreign orders increasing by an 
exceptionally strong 15.5 percent through May. 


FRG exporters 


Impressive price stability is also a highlight of the medium-term 


FRG economic outlook. Despite the sharp depreciation of the 
Deutsche Mark against the dollar in 1984 and the consequent rise in 
the DM cost of dollar-denominated imports (accounting for some 30 
percent of the FRG's total imports) the cost of living rose by just 
2.4 percent, the lowest rate of increase since 1969. The price 
outlook for 1985-86 remains excellent: in the first six months of 
1985 consumer prices increased at an annual rate of only 2.3 percent 
and most forecasters are confident that inflation will remain below 
2.5 percent on an annual basis this year. Looking to the future, 
few analysts see the FRG's inflation rate heating up soon; on the 
contrary, most analysts project that German inflation will remain 
comfortably below three percent until the late 1980s. 
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In a generally solid economy, one weak point stands out: 
unemployment. Although the FRG economy is in the third year of its 
Current upswing, registered unemployment in the first six months of 
1985 exceeded the unemployment level recorded in each of the first 
six months of 1984. The FRG's June registered unemployment (2.16 
million) was the highest level of June unemployment since the 
watershed currency reform of 1948. With the budget consolidation 
process (deficit reduction by expenditure reduction) well in hand, a 
strong external accounts position, and good prospects for a 
near-term appreciation of the Deutsche Mark against the dollar, many 
politicians, analysts and economic organizations (including the 
OECD) have argued that the Kohl government could do more -—- e.g., 
substantial tax cutting -- to put the economy on a stronger growth 
path. Thus far, at least, the Kohl coalition seems to be sticking 
to its policy of holding the line on government spending and 
reducing the public sector borrowing deficit. While the 1986 draft 
Federal Budget contains a modest package of measures designed to aid 
the ailing construction industry, the coalition reconfirmed in late 


June that its two-stage DM 20 billion tax cut would not be brought 
forward but would take place, as scheduled, in 1986 and 1988. 
Looking to 1986, some forecasters believe that FRG economic growth 
will rise marginally to three percent, but no reputable forecasters 
project a significant decline in the FRG's unemployment rate. 


Strong growth in the United States economy in 1984 -- coupled with 
the dollar's strength against the DM -- led to a 43 percent nominal 
increase in the FRG's exports to the United States and enabled the 
FRG to generate a bilateral trade balance of DM 15.8 billion in 
1984, a major turnabout from 1982 when U.S. exports to the FRG were 
in rough balance with FRG imports. This trend has continued in 1985 
as the FRG's exports in the first five months increased by a nominal 
35 percent while U.S. sales expanded by just under 18 percent. The 
U.S. is now the second largest market for German exporters trailing 
only France. Among major FRG suppliers, the U.S. ranks fifth with 
7.2 percent of total German imports trailing the Netherlands (12.2 


percent), France (10.6 percent), Italy (7.9 percent), and Great 
Britain (7.7 percent). 





1985 Economic Growth Path: Steady at the Helm 


Despite sharp quarter-to-quarter fluctuations, caused principally by 
Germany's most severe postwar strike which crippled output in 1984's 
second quarter, the economy's performance was solid, if not 
spectacular, in 1984: the economy expanded by 2.6 percent in real 
terms, inflation as measured by the cost-of-living index increased 
by just 2.4 percent and the current account surplus widened to DM 
17.7 billion -- a gain of over 70 percent from 1983. Domestic 
demand fell short of expectations, but this was outweighed by 
strongly-rising exports which remain the driving force behind the 
expansion. With the rising U.S. dollar leading to a marked 
improvement in price competitiveness, German exporters achieved 
sizeable gains in market shares in most areas. 


These trends remain essentially unchanged at 1985's midpoint. 
Although output declined by a seasonally adjusted one percent in the 
first quarter, virtually all forecasters continue to predict that 
1985 real growth will reach 2.5 percent (or slightly higher). As in 
1984, the major driving force behind the economic expansion is the 
booming export sector. Helped by low domestic inflation, modest 
wage settlements in recent years, and strong productivity gains in 
the industrial sector, German exporters were well poised to take 
advantage of the strong recovery in the U.S. economy and the more 
modest expansion now underway in Western Europe. Foreign orders 
continued to boom in 1985's first half as a striking 15.5 percent 
rise in the value of foreign orders was recorded in the first five 


months. Most forecasters now project that the FRG's trade surplus 
will swell to some DM 75 billion while the country's current account 
surplus could exceed DM 30-35 billion in 1985, well above the FRG's 
record all-time current account surplus of DM 26.9 billion in 1974. 


It has also become apparent that a significant strengthening of 
domestic investment activity is now underway, providing a second 
prop to the economic expansion. Domestic investment developed at a 
slower rate than anticipated by most of the FRG's forecasting 
community in 1984 with gross fixed investment expanding by a 
strike-influenced 1.3 percent in contrast to 3.0 percent in 1983. 
While many experts have been forcasting a major upswing in 
industrial investment for some time, it appears that firms only now 
seem to be reacting to increased profit margins by sharply stepping 
up the rate of investment. Recent investment survey data by the 
highly regarded IFO Economic Research Institute of Munich show that 
investment in the manufacturing sector will increase by 14 percent 
in 1985 (12 percent real), a substantial upward revision from the 
IFO Fall 1984 survey which forecast an 8 percent real increase in 
capital spending in the manufacturing sector. 
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While the investment upswing is clearly good news for economic 
policymakers, there is increasing concern over the stratified 
development of the economy. In general, export-oriented industries 
are sharply stepping up investment spending in response to 
burgeoning export orders while retail trade, the consumer goods and 
food and beverage sectors are not. In the case of the depressed 
construction sector (which accounts for some 11 percent of GNP and 
nearly 1.6 million jobs) disinvestment of five to ten percent is 
foreseen in the face of a longterm reduction in domestic housing 
demand largely as a result of demographic factors. Most forecasters 
now predict that aggregate construction activity will decline by 
three to five percent in 1985. 


The third potential contributor to a broadbased economic recovery -- 
growth in consumer spending -- has yet to develop in a major way. 
Private consumption grew by a disappointing 0.6 percent in 1984 and 
few observers expect consumption outlays to increase by more than 
one percent this year. Consumer spending in real terms reniains at 
the 1980 level and this is largely attributed to the continuing high 
rate of umemployment, a general aging of the FRG's population, 
modest increases in personal incomes in recent years and the 


increasing bite of taxes and social contributions on personal 
incomes. 


Faced with sluggish consumer demand at home and worried over the 
risks of adding additional capacity to satisfy uncertain future 
demand on export markets, FRG firms appear to be "defensive minded" 
in their investment strategies. Based on IFO and other reputable 
investment surveys, it appears that most firms are investing to 
rationalize their production processes ("capital deepening") and 
thereby reduce the volume of labor required to produce a given level 
of output. The chief goal of German industry is to lower production 
costs so that external competitiveness would be protected even if 
the Deutsche Mark appreciates strongly against the dollar or is 
revalued within the European Monetary System (EMS). Contrary to the 
goverment's expectations, there has been relatively modest net 
hiring in the investment goods sector thus far although the overall 
decline in manufacturing employment appears to have been halted. 


Medium Term Outlook: Modest Growth in 1986-88 


The Federal Republic's economic performance in the first half of 
1980s has been relatively weak in comparison to its outstanding 
record of the 1960s and early 1970s when average real growth rates 
of 5 percent per annum were the rule and full-employment virtually a 
given. With the onset of the first oil shock in 1973-74, the 
economy moved onto a less predictable and slower growth path over 
the second half of the decade. Annual growth rates wavered between 
-1.6 (1975) and 5.5 percent (1976) but were clearly trending 
downward at the decade's close. In 1981-82, the FRG's economy 
contracted by 0.2 percent and 1.1 percent respectively with a 
cyclical trough being reached in October 1982. Unemployment which 
stayed well under two hundred thousand through most of the 1960s had 
soared to 2.3 million by the end of 1983 as growth rates slackened, 
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unit wage costs rose excessively, and employers reacted to highly 
restrictive employment regulations by streamlining operations and 
replacing labor with capital investment wherever possible. 


Despite the protracted 1984 metalworkers' strike, GNP expanded by 
2.6 percent in 1984, the highest rate of growth in the FRG since 
1979. With an essentially neutral fiscal policy stance planned for 
1985-1988, it appears probable that the FRG's economy will expand by 
2.5 to 3.0 percent in 1986/87 in the absence of any major external 
shocks, such as an unforeseen runup in the price of petroleum or a 
sharp slowdown in U.S. economic growth. This rate of growth, which 
in essence represents the baseline forecast of the German academic, 
government, and business research community, would not appear to be 
rapid enough in the eyes of most observers to reduce significantly 
the FRG's unemployment which stood at a seasonally adjusted 2.29 
million in June. While the government had hoped that average 
unemployment would decline by 100 thousand or more in 1985, the 
harsh winter, the severe recession in construction, and weak 
domestic demand seem more likely to produce a modestly higher 
average rate of unemployment in 1985 than in 1984. Although the FRG 
unemployment problem, in the absence of any vigorous "supply-side" 
measures to increase wage flexibility, appears intractable in the 
near term, labor market pressures should ease considerably in the 
late 1980s as the number of new entrants into the labor force begins 


to decline and the projected rate of retirement increases for 
demographic reasons. 


While employment prospects in the FRG economy are gloomy, the 


outlook for inflation and the balance of payments in the medium term 
could hardly be better. Despite the sharp depreciation of the DM 
vis-a-vis the dollar in 1983-84, the FRG's inflation rate, as 
measured by the cost-of-living index declined. The index rose by 
just 2.4 percent in 1984 -- the lowest rate since 1969 -- and there 
is little likelihood that inflation will creep above 2.5 percent in 
1985. Most forecasters see little risk of an acceleration of 
inflation in the foreseeable future; in fact, several reputable 
economic research institutes predict that the cost-of-living index 
in 1986 will increase by just two percent as an anticipated 
appreciation of the DM vis-a-vis the dollar and other major 
currencies acts to improve the FRG's terms of trade and slow the 
rise in import prices. 


The consensus forecast also judges that the FRG's current account 
position will remain strong in 1986 with many forecasters predicting 
an even larger current surplus than projected for 1985. While 
growth in the FRG's exports in 1986 is expected to moderate 
somewhat, the terms-of-trade are likely to move in Germany's favor, 
thus boosting the current account surplus. It appears that the 
FRG's current account surplus will widen somewhat in 1986 before 
declining modestly in 1987-88. 
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Fiscal policy in 1985-86 will remain tight. The Kohl coalition has 
had good success in reducing the federal budget deficit since 
assuming office. While some observers, such as the Kiel Economic 
Institute and the OECD, have criticized the "quality" of the budget 
consolidation process (they argue that more emphasis should have 
been placed on cutting subsidies and taxes rather than investment 
expenditures), it is generally recognized that the fiscal constraint 
exercised by the Kohl government has been a major element in the 
apparent improvement of business confidence in the Federal 
Republic. Recent estimates presented in conjunction with the 
cabinet's review of the 1986 budget (revenues DM billion 239.0, a 
nominal increase of 2 percent; expenditures DM 263.9 billion, plus 
2.4 percent) show that the 1986 federal borrowing requirement (DM 
24.95 billion), should decline to slightly below 1.5 percent of 
GNP. The OECD, in its 1985 review of the FRG economy, praises the 
Kohl government for its success in cutting public sector borrowing 
in 1982-84; at the same time, the OECD Secretariat believes, as does 
the German Council of Economic Advisors and a majority of the major 
economic research groups, that more aggressive tax cutting coupled 
with sharper subsidy reductions could play a useful role in putting 
the economy on a more rapid growth path. 


While relatively few experts within and outside of government are in 
favor of a major increase in public spending to cut unemployment, 
there are many who would strongly prefer that a one-stage tax reform 
in 1986 be adopted, rather than the two-step tax reduction now 
planned for 1986 and 1988. Despite this criticism, Chancellor Kohl 
confirmed in late June that the coalition's tax-cut plan would be 
implemented in two steps as planned, and this was duly approved by 
the Bundestag and the Bundesrat. According to government estimates, 
Germany's taxpayers will receive some DM 10 billion in increased 
disposable income in 1986 and a similar tax reduction in 1988. The 
Kohl government has also demonstrated its intention to resist 
pressures for job creation programs although the coalition's draft 
1986 budget does contain a modest package of measures, including 
improved depreciation terms for new industrial structures, public 
sector investment in environment, and municipal infrastructure, to 
assist the ailing construction sector. 


A Diverging Regional and Industrial Pattern 


In a generally positive economic picture, some soft spots in major 
industries and regions stand out. As in most EC states, traditional 
"smokestack" industries are in trouble in the Federal Republic, in 
particular shipbuilding, steel, petroleum refining, coal mining, and 
coke production. These industries are centered in Hamburg, Bremen, 
the Ruhr area of North-Rhine Westphalia, the Saarland, and 
Schleswig-Holstein, areas which in the past enjoyed generally higher 
average incomes than in the FRG's southern states. Since the 
mid-1960s, the economic balance in the Federal Republic has swung 
increasingly in favor of the southern states, particularly Bavaria 
and Baden-Wuerttenberg whose more diversified economies have been 
expanding at a more rapid rate. 
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The relative decline in the northern states is shown in the 
progressive decline in the "North's" shareof the FRG's GNP since 
1960 and that region's markedly higher rate of unemployment. While 
the northern states accounted for 50.9 percent of total West German 
GNP in 1960, the "North's" share had declined to 48.7 percent by 
1970 and had dropped to 46.6 percent by 1982. The decline in 
relative output has translated increasingly into higher (and more 
protracted) unemployment; for instance, the Lower Saxony/Bremen 
region currently is experiencing 13.0 percent unemployment, with 
unemployment in North Rhine-Westphalia (10.7 percent), and the 
Saarland (13.1 percent) also well above the country average. On the 
other end of the scale, Baden-Wuerttenberg currently has an 
unemployment rate of just 5.1 percent while Bavaria is at 6.9 
percent despite the fact that unemployment was 2.0 percent or less 
in all states as recently as 1973. The chief reason for the 
relative decline of the northern states is to be found in the severe 
structural problems and over capacity in the coal-iron-steel complex 
that had functioned as the heart of German industry since the late 
nineteenth century. The FRG's structural adjustment policies in the 
Ruhr basin have come under increasing criticism from economists of 
the leading economic institutes and the Council of Economic 
Advisers. These economists argue that the FRG's (and indeed 
Europe's) unemployment problem is essentially structural in nature 
and that German unemployment (which in 1984 averaged 2.27 million or 
9.1 percent of all wage and salary earners) is unlikely to be 
reduced significantly by the current recovery. Looking to the U.S. 
experience in employment creation since the mid-1970s, these 
economists stress that more downward wage flexibility is needed in 
labor markets so that the unemployed could "price" themselves into 
jobs more easily; that income support programs should be aimed at 
facilitating a labor transfer from lagging to leading regions within 
Germany; and that tax policies and labor legislation should be 
revised to encourage the launching of new small and medium-size 
ventures analogous to those which have played such an important role 
in job creation in the United States. 


Despite apparent inconsistencies in the FRG's structural adjustment 
programs, a pattern of expanding and contracting industries is 
nonetheless apparent. A major reduction of capacity in steel 
production has been underway since the mid-1970s due to slumping 
domestic and foreign demand for steel and increased international 
competition from newly industrialized states, e.g. Brazil, South 
Korea. Other industries such as petroleum refining are also in a 
period of major "downsizing". Petroleum refining and processing 
Capacity peaked at 165 million metric tons (MMT) in 1978; current 
Capacity is estimated at 100 MMT and further reductions appear 
inevitable as the current capacity utilization rate is only 76 
percent. On the other hand, some industries which had been 
relatively static in the latter half of the 1970s are on the 
rebound. Along with the strongly competitive German automobile and 
machine tool industry, the highly export-oriented chemical industry 
(some 41.9 percent of FRG chemical output is exported) grew at 7.3 
percent in 1983 and 5.2 percent in 1984 as export orders surged in 
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response to exchange rate adjustments and stronger economic activity 
abroad. A study published by the Westdeutsche Landesbank in April 
1985 identified the investment goods sector as offering the 
strongest growth prospects in 1985. The data processing field was 
seen as by far the most vibrant (probable 1985 growth 20 percent, 
following 1984 growth of 28.6 percent) with electronic engineering 
(S percent); machine tools (4 percent); plastics (3 percent) and the 
automotive sector (4 percent) also seen as having above average 
prospects. Construction (minus 5 percent) and petroleum refining 


(minus 3 percent) were judged as having the weakest growth potential 
in the near term. 


German Agriculture: Production Trends Influenced by EC Policy 


About 49 percent of the area of the Federal Republic is used for 
agricultural purposes. Total farm land amounts to approximately 30 
million acres of which about 18 million are sown crops. Major 
continental climate grain crops -- barley, wheat, rye, and oats -- 
are grown on about 70 percent of total arable land. There are 
approximately 732,000 farms in the FRG of which only 30,000 contain 
more than 125 acres. Over the last decade the average size of 
German farms has increased 21 percent and now stands at about 40 
acres in contrast to the U.S. average of 430 acres. Agriculture 
contributes about 2.5 percent to GDP, while the farm labor force 
accounts for nearly 5.4 percent of total employment in the economy. 


FRG agricultural production is dominated by the livestock industry 
with 71 percent of FRG farm receipts stemming from the marketing of 


livestock and products. Milk is the largest single component 
accounting for about 28.5 percent of sales, with swine sales second 
at 18.5 percent and sales of cattle and calves third at 18 percent. 
The 1984 German grain harvest is estimated at a record 26.5 million 
metric tons, with barley and wheat each accounting for about 38-39 
percent of total production. Initial forecasts are for a total 
grain harvest of about 25.2 million metric tons in 1985. 


The FRG continues to be an important country in world food trade 
both in terms of exports and imports. Despite the relatively small 
proportion of GNP contributed by the agricultural sector, FRG food 
exports reached $10.0 billion in 1984 while agricultural imports 
totaled $21.7 billion. While the U.S. remains a major agricultural 
exporter to Germany, the U.S. market share has been declining 
steadily in the face of the EC's Common Agricultural Policy (CAP) 
and increased competition from third country suppliers. U.S. 
agricultural exports peaked at $2.9 billion in 1980, fell to $2.1 
billion in 1983 and sagged to $1.7 billion in 1984. Helped 
significantly by the dollar's appreciation relative to the DM, FRG 
food exports to the U.S. rose to $463 million in 1984, a signficant 
gain from 1983 when the FRG's agricultural sales in the U.S. totaled 
$410 million. 
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The potential export market for U.S. commodities is greatest for 
those few products in the animal feed area which currently are not 
subject to common market variable levies. In 1984 about 65 percent 
of U.S. farm exports to Germany (on a value basis) resulted from 
deliveries of oilseeds and related products, grains and non-grain 
feeds used as inputs to sustain livestock production. These 
exports, however, are subject to recurring attempts to "complete" 
the CAP; i.e., to subject oilseeds and other products to EC-wide 
import restrictions. The U.S. also competes with the rest of the 
world in supplying EC countries with products not suited to their 
northern climates i.e., citrus, tobacco, nuts. The primary FRG 


exports are dairy products, livestock and meat products, oilseeds 
and products, and grains. 


German agricultural policy is seriously constrained by the country's 
membership in the Common Market. The Kohl government, like its 
predecessors, attaches great importance to the formulation of 
agricultural policy in Brussels. German policy views are shaped by 
the fact that the extremely small size of its farms puts the FRG at 
a disadvantage in income maintenance when guaranteed price is the 
predominate instrument of income support. In fact, Germany was the 
only country in the EC which opposed a reduction in cereal prices 
for the 1985/86 crop year. In the past Germany had been able to 
rely on “monetary compensation amounts" (MCAs) to give its farmers a 
higher level of support than would be provided through "common 
prices" applied throughout the EC. With this option now closed, 
price reductions in European Currency Units (ECUs) would directly 
lead to price reductions as expressed in terms of DM. The Germans 
also are strongly opposed to the dismanteling of remaining positive 
MCAs in this year's price round. With an eye on the farm vote -- 
and a reluctance to accelerate structurual reform in agriculture in 
a period of high unemployment -- the Kohl coalition has made it 


clear that it is prepared to veto any price decisions which would 
result in a decline of FRG farm incomes. 


Monetary Policy in 1984-1985: 


From early 1979 until late 1981, the Bundesbank pursued a generally 
tight monetary policy aimed at controlling the inflationary pressure 
stemming from the oil price increase and defending the exchange rate 
of the Deutsche Mark vis-a-vis the U.S. dollar. Since early 1982 
the increasing strength of the FRG's current account position and 
steadily improving domestic price stability have permitted the 
Bundesbank to pursue a slightly more accomodating monetary stance 


which has contributed to a significant decline in nominal long-term 
interest rates and a progressive "de-linking" from U.S. rate levels. 
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This trend became more visible in 1984-85 as long-term bond rates 
continued to decline and short-term lending rates began to move 
downward (albeit slowly at first). The key Lombard borrowing rate 
which, in the form of a "special Lombard facility", had peaked at 12 
percent in 1981 now stands (August) at 5 1/2 percent; overnight 
funds in the interbank market are in the range of 5 1/4 percent, 
guided down by a recent improvement in Bundesbank liquidity policy; 
and long-term bond rates had dropped to 7.3 percent by the end of 
May 1985, a decline of over 300 basis points from peak rates in 
1981. The key public monetary target of the Bundesbank is Central 
Bank Money (CBM), a broadly defined aggregate which includes 
currency in circulation (excluding bank holdings) and minimum 
reserves held against domestic liabilities of banks at constant 
(1974 base) ratios. In July 1985, the Central Bank Council 
reaffirmed its December 1984 decision to target growth in the stock 
of CBM between the fourth quarter average of 1984 and the fourth 
quarter average of 1985 within a band of 3 to 5 percent. This rate 
of expansion represents a modest lowering of the CBM target corridor 
from 1984 when a 4 to 6 percent rate of growth was deemed 
appropriate by the Central Bank Council. As of June 1985, CBM was a 
seasonally adjusted 3.7 percent above its fourth quarter 1984 
average and thus slightly below the mid-point of the Bundesbank's 
target corridor. According to Bundesbank President Poehl, the 
lowering of the target corridor to a 3 to 5 percent growth range in 
1985 does not represent tightening in view of the significant 
reduction in the FRG's underlying rate of inflation. The Bundesbank 
holds the view that the programmed rate of monetary expansion would, 
given the economy's productive potential, be consistent with an 
expansion of real GNP by 2.5 percent (or slightly more) without 
offering any major impetus to inflation. 


Implications for the United States: Computer Products Lead the Way 


Strong growth in the United States economy in 1984 -- coupled with 
the dollar's strength against the DM -- led to a 43 percent nominal 
increase in the FRG's exports to the United States and enabled the 
FRG to generate a bilateral trade surplus of DM 15.8 billion in 
1984, a major turnabout from 1982 when U.S. exports to the FRG were 
in rough balance with FRG imports. This trend has continued in 1985 
as the FRG's exports in the first five months increased by a nominal 
35 percent while U.S. sales expanded by just under 18 percent. The 
U.S. is now the second largest market for German exporters trailing 
only France. Among major FRG suppliers, the U.S. ranks fifth with 
7.2 percent of total German imports trailing the Netherlands (12.2 
percent), France (10.6 percent), Italy (7.9 percent), and Great 
Britain (7.7 percent). 





14 


In a recent assessment the U.S. Foreign Commercial Service in 
Germany identified 18 market sectors offering best prospects for the 
expansion of U.S. exports to Germany during 1985-88. Computers, 
computer software, peripheral equipment, electronic components and 
test equipment are all expected to offer excellent potential for 
U.S. suppliers. West Germany offers by far the largest market for 
electronic data processing hardware and peripherals in Europe. 
Recent industry survevs by the IFO institute demonstrate that growth 


in the data processing/office automation field may exceed 20 percent 
per annum during 1985-87. 


Computer Hardware/Peripherals--- 


While the FRG's production of computer hardware in 1983 (not 
including parts, peripherals and accessories) grew by 27.3 percent 
to reach DM 7.0 billion ($2.7 billion), imports continue to account 
for a sizeable share of total market volume. In 1982 DM 2.8 billion 
($1.2 billion) worth of computer parts, peripherals and accessories 
were imported with this total rising by 42.8 percent to reach DM 4.0 
billion ($1.6 billion) in 1983. Market growth has been highlighted 
by the booming demand for micro/personal computer equipment as well 
as steadily expanding demand for CAD/CAM equipment and accessories, 


networking systems, portable computers and software/operating 
systems for microcomputers. 


Despite increased market penetration by Japanese 
U.S. suppliers accounted for 34.7 percent of the total market share 
for computers and peripheral equipment in 1983. Trends show that 
Japan is rapidly increasing its market share and most industry 


experts believe that Japanese computer firms will claim 20 percent 
of the market by 1987-88. 


computer firms, 


Computer Software Applications-—-- 


Paralleling the expansion of the computer hardware market 
burgeoning demand for software applications. 
in recent years, the FRG still lags considerably behind the United 
States in the development and application of computer software. The 
total volume of the software industry increased to $3.3 billion in 
1983 and reached an estimated $4.2 billion in 1984. With new 
applications expanding at least 15 percent per annum over the next 
several years, the computer software industry should crack the $6 
billion mark by 1987. There is great interest in U.S. applications 
of software in the form of computer graphics, CAD/CAM and 
engineering, and data management (particularly spreadsheet analysis 
for accounting, project planning and time scheduling). 


is a 
Despite rapid growth 


Electronic Components--- 


The German electronic industry, which grew at a sluggish pace in the 


latter half of the 1970s, began a turnaround in 1983 with total 

sales rising to DM 7.5 billion. In 1984 industry sales grew by over 
ten percent to reach DM 8.3 billion and industry forecasts predict a 
7 percent per annum growth rate over the medium term. Production of 
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integrated circuits should expand at twice that rate. Annual FRG 
imports of electronic components exceed $2 billion with the United 
States maintaining a market share of some 17.9 percent. EC country 
suppliers hold nearly 40 percent of the electronic components import 
market with Japan -- as in the case of computer equipment -- rapidly 
consolidating its market position. Along with the United States, 
France has also seen its market share reduced by Japanese suppliers; 
in 1983 France (13.1 percent of the components market) was outranked 
by Japan (13.8 percent) for the first time. 


Electronic Industry Production and Test Equipment (EIPT)--- 


The general economic upswing in the Federal Republic of Germany and 
the unexpected growth rates achieved in the electronic components 
industry were reflected in the EIPT equipment sector. Fourth on the 
Department of Commerce's best prospects list, the FRG's imports of 
EIPT equipment amounted in 1983 to $631 million, of which $165 
million was sourced from the United States (26.1 percent of total 
imports in the EIPT category). The United States is expected to 
continue its dominance of this market for the foreseeable future 
with sales prospects particularly attractive due to the rapid 
expansion of the semiconductor market. After three slow years, this 
industry seems poised for a takeoff with some industry forecasters 
predicting growth rates as high as 35 percent over the next three 
years. Industry representatives are particularly bullish on sales 
prospects for wafer production equipment (implanter, stepper, 
diffusion furnances) and project sharply increased demand for 
cutting, bonding, and welding equipment used in assembly operations. 


Pollution Control Equipment-—-- 


Sharply increased interest of the German electorate in environmental 
protection has significantly altered the marketing outlook for 
pollution controls and instrumentation over the medium term. With 
the adoption of considerably tighter environmental legislation, 
demand for pollution control systems (including methodology, 
equipment and instrumentation) should increase notably. Primary 
emphasis will be given to fighting air pollution especially through 
the desulfurization of stack gas from coal-fired thermal plants 
which supply some 30 percent of the electricity consumed in the 
Federal Republic. In waste water treatment, biological treatment 
processes are in increasing demand. In 1983, total FRG investment 
in pollution control equipment was $1.6 billion. By 1987 the market 
for pollution control processes and equipment should exceed $2.0 
billion per annum. Imports of pollution control devices are still 
relatively modest; in 1983 total imports were $143 million, of which 
$59 million stemmed from U.S. suppliers. U.S. firms should be able 
to strengthen their foothold in this emerging market based on 
superior technology and a significant head start in environmental 
research and pollution control systems. 
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The U.S. Department of Commerce has also recently contracted for 
market studies on building materials and supplies, household 
consumer products and laboratory instruments. Orders for copies of 
these studies and reports on industries ranging from healthcare 
equipment and services to industrial process controls can be placed 
through any District Office of the U.S. Department of Commerce, or 
directly with the Office of Information Services, Product 
Development & Distribution, P.O. Box 14207, Department of Commerce, 
Washington, D.C. 20044, Tel: 202-377-2665. 








